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INTRODUCTION 


The Task Force to Reduce Claims And Judgments 


Against the City was established by the Mayor in the Spring 


OLeassS: 


Its charge, broadly speaking, was to review the 


entire problem of claims, “lawsuits ‘and judgments against the 


City and County of San Francisco and to propose concrete 


solutions which would contribute to a reduction of the fiscal 


burden which the City bears as a result of claims against 


cheser ty. 


The members of the Task Force are: 


Jerome Eo Falkj Jr. (Chair): President, 

Bar Association of San Francisco and a member 
of they law firmvof Howard, Rice, Nemerovski, 
Canady, Robertson & Falk. 


Ceorge Agnose: * “City Avtcorney . 


Lynn A. Altshuler: member of the law firm of 
Case, Ford, Blake & Burland. 


Mathea Falco: Derector, Buresurvort Claims and 
Contraces Public utilities Commission. 


Keith Grand: Risk Manager, Chief Administrative 
Officer storiice. 


Peter Henschel: Deputy for Management and 
Programs, Office of the Mayor. 


Craig Martin: Former Deputy City Attorney. 


Jerome “Sapiro, Jres” "President, Lawyers’ “Club 


of San Francisco. 


JONNTAS wuULro, @..: Pillsbury, Madison & Sutro 


(and "former Fresident “of *the State’ Bar of 
Cali norms a). 


“ftir » a Uae ene 2 a 
é pe tiie ae* sporabedy edt Midis: » bev yn ots Naw 1 b@A 
aft: Wades at amW een ied sqanee os, °.@e07 w 
ots asiaph agdultsher pik a9 Lime sheng pa  @SlEsIe v.., 
: Sian 2 Senticte a ii sAbatiatt tp J Parc &~e ¢: 
pees t bes 2O.neggadcds So o2 Shit ene Gi eet arn: 


: 


‘aCRRE BSke= Ro Sinem: | ea es =pee ots ae 


TIA 42> eee es ss. ae Sug s met 

, Sevilla a3 ag: , ee | 
aA er ee 7% (20% 4 7724 =i 
Sata eon ears Wat) Sec 0-48 ke 

SIM & us a 1s 


iret eas, ee : 
Se ehir Me =o fF -> emis _ 
jites ang. t 3" te By ae 
saree Sati vee 


ne . 
W? ae 9! i er ee 
| _— 
S 


ek ace 
yee 
ad gale andl 


= 
=i 


Virginia LOLMeGY =o UL Di rector, of, Rack Management, 
Pacific Telesis. 


Richard Trueb: Deputy Chief, San Francisco 
Police Department. 


Rid young: Executive Vice President, Graham 
Mibler,e lnc. 


The Task Force also had the able assistance of 
Philip S. Ward and Edward Johnson of the City Attorney's 
Oilfice, for which it, expresses its great appreciation. 

The problem to which the Task Force addressed 
itself may be briefly summarized. California's legal system 
requires Cities to bear financial Zesponsibilaity for the 
losses and injuries of citizens in a wide variety of circum- 
Stances. San Francisco is a large city, with a complex 
government. DU Operates an airport, a. pont, «and a4 large 
transit system. As a result, it receives a high volume of 
Claims, thany, of wiicn dead to LItCigation. In FY 1984-85, 
for example, approximately 6470 claims were filed against 
the City. Claims totalling $1,868,549 were paid.witnout 
sb os fH eh Lay 9 Ne In litigated cases, judgments and settlements 
totalled $8,606,570. Whether one favors or laments the 
existing tort system which produces these results is not so 
much the point, for the reality is that San Francisco faces 
a substantial annual exposure for claims and judgments. The 


Task Force's assignment was not to lavish rhetoric upon the 
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situation, but to propose concrete and pragmatic suggestions 
which could contribute to the minimization of this 
ity 


exposure:a 


That is precisely what we have endeavored to do. 


EXECUTIVE SUMMARY 
The Task Force makes three principal recommenda- 
tions, two of which should be implemented by a Charter Amend- 
ment which we hope will be submitted to the voters at the 
June, 1986 election. 


alee Creation of a. Centralh:Bureau of Claims «Inves- 


tigation and Administration: The Task Force recommends a 


Charter Amendment to establish, within the City Attorney's 
Office, a City-wide Bureau of claims investigation and admin- 
istration. At present, claims are investigated by each 
department. A centralized investigative bureau would be 
more efficient, more cost-effective, and more professional. 
It would be responsible for investigating each claim and, 
where appropriate, attempting to settle the claim pepe Nok ged we) 


the institution of litigation. Early settlement of claims 


_1/ The Task Force's mandate did not include examina- 
tion of the quite distinct area of worker's compensation 
claims. That area, we understand, has been the subject of 
recent examination by others, and accordingly the Task Force 
has not considered any issue relating to worker's compensation. 
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will not only reduce the City's cost of defending against 
such claims, but should also lead to lower per case settle- 
ment amounts. 

To facilitate early settlement of cases, the Task 
Force recommends that the City Attorney be authorized to 
settle cases for $15,000 or less without obtaining the 
approval of either the Board of Supervisors or the affected 
department head. Because securing such approvals ordinarily 
consumes considerable time, the City is deprived of the oppor- 
tunity to offer a settlement which could be consummated imme- 
diately, which often is highly attractive to a claimant and 
financially or legally in the best interests of ‘the Crty: 

The new bureau would be expected to establish and 
maintain high professional standards for the investigative 
personnel. Effective training and supervision would be facil- 
atated by centralization.” The bureau” would maintain a 24 
hour/day "hot line" with the capability of dispatching an 
investigator to the scene of an accident at any time of day 
OrTren tr. It would also facilitate the generation and collec- 
tion of data needed to evaluate the overall effort of each 
City department to reduce and minimize risk costs. 

7 ig Strengthening of the City's Risk Management 
Program: At present, the City has taken a tentative, and 


important, first step in the creation of an’ effective risk 
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management program: a Risk Manager now exists, ona 
contract basis, in the office of the Chief Administrative 
Officer. The Task Force recommends a Charter Amendment 
which would formally establish a Risk Management Office in 
the CAO's office. 

The concept of Risk Management is now well estab- 
lished in the private sector. The Risk Management Office 
would have numerous responsibilities, including Gb) gathering 
of data on a City-wide basis; (2) creation of incentives for 
risk avoidance by all departments, such as the development 
of a cost-allocation system by which the costs of claims and 
judgments, now paid from a central fund, would be allocated 
to the particular departments which generate those costs; 
(3) coordination of insurance purchasing; (4) coordination 
of dratting for Crty contracts which provide. for insurance 
and indemnification from third parties; and (5) recommenda- 
tions to the departments for corrective actions which will 
avoid or reduce risk. 

The Task Force expects that every department will 
comply with the guidelines and recommendations of the Risk 
Management Office. To ensure that recommendations which 
couldTreduce "risk of njumyplomrthe tcostuo feclaims wilt ibe 
given prompt and careful attention, the reports of the Risk 


Management Office will be provided to the Chief Administrative 
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Officer, the Mayor and the Finance Committee of the Board of 
Supervisors. The Mayor and the CAO would then have the 
responsibility for ensuring that each City department com- 
plies with the guidelines and recommendations of the recommen- 
dations of the Risk Manager. 

3. Mediation: The Task Force recommends that 
the City Attorney establish a pilot program for the use of 
mediation, by a private mediation service, in order to facili- 
tate: ‘settlement oficlaims against theyCGity. [iMediation:is 
the use of a disinterested third party who assists the par- 
ties in evaluating their respective positions and arriving 
at a mutually satisfactory settlement. This technique is in 
increasing use in the private sector as a means of disposing 


of claims on an acceptable basis. 


Le 
PROPOSAL TO CREATE A CENTRAL BUREAU 
OF INVESTIGATION AND ADMINISTRATION WITHIN 
THE OF MICE SOF  THEaC TTY: ATTORNEY. 
Under present procedures, claims against the City 
are investigated by personnel in various city departments 
and agencies, and on occasion by investigators in the City 


Attorney's office. A number of problems result from this 


decentralization of the investigative function. 
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First, the quality of investigation varies dramat- 
Leally: sMuni, «ior .example .has..a large investigative staff 
and a number of trained investigators. The Police 
Department has the advantage of using trained police 
officers to investigate claims and incidents. Many other 
departments, especially the operating departments, lack a 
skilled, professional investigative ee ay ae 

Second). there 1sisa Lack ofmund formity of incident 
reporting forms and investigative methods. In some instances, 
the sincident forms in use do not provide for.data which will 
be needed in the event a claim is filed. Moreover, the lack 
of uniform reporting frustrates the City's ability to generate 
City-wide risk data. While there may be some differences 
between the circumstances of the various departments which 


justifies differences in procedures, for the most. part 


~2/ ‘The May. 28, 1985,.Audit Report..of the Controller's 
Office entitled "Claim & Judgment Processing Review" states: 


YCUTrenbiuyy - ther City Attorney investigators, 
routinely used for litigated actions, -are 
infrequently used to investigate claims and 
only a few general fund departments have per- 
sonnel dedicated to investigating claims. We 
found that most departments are not staffed 
with personnel dedicated to investigation or 
otherwise familiar with the investigation 
process. In these instances the City Attorney 
would be in the best position to provide inves- 
tigative staff to direct, assist or coordinate 
claims investigation." (p.4) 
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uniformity would improve the reporting and investigative 
effort and facilitate the evaluation of incidents and claims. 

Third, in many departments investigation does not 
begin until a claim has actually been filed, and this may be 
several months after the incident. Although some departments, 
such as Muni, dispatch an investigator to the scene of an 
accident, that is not the uniform DracertCce. waste restr ty 
evidence may grow stale before any City investigation begins. 

Fourth, in some instances claims are not processed 
in a timely manner by the departments. Under California 
law, the City must respond to a claim within 45 days Or 1 
is deemed denied. Where investigation has not even been 
commenced prior to the receipt of a claim, the department's 
ability to respond promptly may be impaired. 

Fifth, effective claims processing should result 
in the disposition of as many claims as possible before the 
Claimant files a lawsuit and becomes committed to the litiga- 
tion process. Often a meritorious claim can be settled for 
a modest amount if the City responds promptly and fairly to 
the claim--before the institution of litigation. However, 
departments with an inadequate investigative and claims- 
processing staff are ill-equipped to take advantage of such 


opportunities, and too often claims which could be resolved 
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are simply denied, forcing the claimant to institute litiga- 


3/ 


ELON a= Where ithis occurs, the-cost ‘of a «settlement 
later in the process may be considerably higher. 

pixtn, as will be discussed in Section I] relating 
to Risk Management, an effective program of avoiding injuries 
and reducing claims throughout the City requires that the 
City's managers have excellent data for the identification 


of problem areas. The need for the establishment of such a 


data-gathering program on a City-wide basis has is clear—*/ 


13/ The, consequences (of this deficiency go beyond 
protecting the City’s fiscal purse. For one thing, the 
institution of litigation imposes a burden on the Courts, 
which are a scarce resource. Moreover, the summary denial 
of a meritorious claim means that an injured citizen--more 
probably than not a City resident--has been denied the just 
redress of a legitimate claim and compelled to institute 
Lita Gata Ones 


247°) Ther Controllers audit report states: 


"Claims data is not sufficiently computerized 
to enable adequate monitoring of claims dispo- 
sition nor to allow for proper analysis of 
claims activity. With properly computerized 
claims data, the City Attorney will be’ able 
to, better -trackithe disposition, .of claims, 
inform departments about the disposition of 
claims and better preclude claim handling 
Grnrors « cont: [Such data will also p]rovide 
the CAO's Risk Manager with data to procure 
cost-effective insurance or implement loss 
prevention programs[, i]dentify situations 
wherein early incident reporting systems can 
be implemented[, and d]iscern trends so that 
programmatic responses can be developed by 
responsible departments." (pp. 5-6) 
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but so long as claims investigation is widely decentralized, 
the task of devising an effective system is made far more 


difficult.—/ 


Recommendation of the Task Force 


The Task Force recommends that there be established 
within the City Attorney's Office a Bureau of Claims 
Investigation and Administration. This Bureau would have 


exclusive jurisdiction to “investigate claims for atl 


departments, bureaus and commissions except the Police 
Department and the Public Utilities Commission (including 
the Municipal Railway).—©/ It would also evaluate each 
claim for possible settlement and, where appropriate, 
attemple to settie “the «laim prior to the ansti tution tof 
litigation. The proposal has the following features: 

2 is The Bureau would be responsible for investiga- 


tion of all claims other than those made to the excepted 


of Pedal ny cue prceure ls not Unrrorny* "bOrsexanp le: 
MUNI has developed a computerized claim tracking program. 


_6/ In this context, "exclusive" means that no other 
City department (other than the specified exceptions) would 
have claims investigation jurisdiction. The Task Force 
recognizes that where the claim is covered by insurance, the 
insurer may have designated an outside claims/legal firm for 
investigation/defense as part of the overall insurance 
package. 
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departments, “lt could, tof course, utilize personnel in the 
affected department, but the ultimate responsibility Lor 
conducting a thorough and professional investigation would 
rest with the Bureau. 

vAB The Bureau would be expected to investigate 
serious accidents and other events giving rise to poTentwal 
claims at the earliest possible moment. It should maintain 
24 hour coverage, and a 24 hour telephone availability, so 
that it would be clear to all concerned where an incident 
should be reported; moreover, an investigator could be 
swiftly dispatched no matter what the times ofucday lor wight. 

3. The Bureau would evaluate each claim to deter- 
Mine whether it has sufficient merit to warrant .an offer of 
settlement. In cases in which a settlement is appropriate, 
it would make an offer and attempt to. achieve settlement 
prior Costhe institutionvof litigation. 

4. Creation of the Bureau should be effected by 
a Charter Amendment. This would give the Bureau charter 
authority which should facilitate the effective performance 
of its duties. Moreover, a Charter Amendment will be neces- 
Sary to provide for the exemption from civil service require- 


ments discussed in the next paragraph. 
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ae The investigative personnel within the new 
Bureau should be exempt from civil service. However, those 
investigators presently employed by the City who are now 
under civil service should be grandfathered, so that they 
willTecontinue Cor enjoyecivil service protection. 

6. The Police Department will continue, to main- 
tain its own claims investigation capability as an adjunct 
of the Bureau. However, the proposed Charter Amendment 
requires the Police Department to continue to maintain an 
investigative staff.—/ 

7. The Public Utilities Commission and Muni pres- 
ently have their own claims and investigative staff. The 
Task Force considered the benefits which could be achieved 
by consolidating this staff with proposed new bureau within 
the City Attorney's Office. However, the PUC claims staff 
is sophisticated, and its practices and procedures already 


incorporate many of the recommendations of the Task Force. 


ei/ eine reason for requiring the’ Police Department to 
maintain an investigative staff is that the Task Force is 
advised that it has highly skilled investigators at its dis- 
posal, and that internal investigation is essential from the 
standpoint of proper administration and discipline. Thus 
the proposed Amendment precludes the Police Department from 
entirely abandoning its claims investigation responsibili- 
ties, in favor of the Bureau. However, the claims investi- 
gation responsibilities may be the subject of cooperative 
allocation between the Police Department and the new Bureau, 
as circumstances warrant. 
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Concern was expressed that, in this particular instance, 
transfer of the claims investigation and adjustment function 
away from the PUC would not be cost effective at the present 
time. Accordingly, the Task Force does not propose transfer 
and consolidation of the PUC staff at this time. The proposed 
Charter Amendment does, however, provide flexibility so that 
the PUC claims investigation and adjustment unit could be 
consolidated with the new Bureau in the City Attorney's 
Office if, at some future date, it appeared desirable to do 
so. This could be accomplished by agreement between the 
City Attorney and the PUC without the necessity of a charter 


amendment. 


Advantages of the Task Force's Recommendation 


The Task Force believes that centralized claims 
investigation will address the criticisms and problems identi- 
fied at: the .beginningeot thisysection I. 

Most fundamentally, of course, a centralized inves- 
tigation bureau can, through appropriate training and super- 
vision, develop uniform standards and procedures for excellent 
investigation and administration of claims no matter which 
city department or bureau is the target of the claim. 

Claims made against those departments which, by virtue of 


size, presently lack a skilled investigative staff would be 
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investigated as effectively as claims made against depart- 
ments which presently have a more effective claims investiga- 
EheneGCapabiwacy. By consolidating the investigative personnel, 
improved andimore cost=effective®training and skills enhance- 
ment programs can be developed. 

Immediate dispatch of an investigator to the scene 
of an accident would be facilitated. © Itois) anticipated that 
an investigator would be on-duty seven days a week, 24 hours 
per day. The "duty" investigator could also receive calls 
ola, "HazaraeHotmnine” Swhichnpolicey firey wothervecity:per- 
sonnelyeand thée@publicigenerally couledtcal ls Com report) ashaz- 
ardous condition; the duty of the investigator would be, to 
forward that call to the appropriate city personnel for prompt 
corrective action, depending on the urgency of the problem. 
The Bureau would also take necessary steps for the preserva- 
tion of evidence and interview of witnesses. 

Consolidation of the City's investigative function 
would facilitate evaluation’ of! the efficacy ofthe City's 
claims administration program. There would be a well-marked 
location of the place where the proverbial "buck" stops: 
responsibility for failure to investigate promptly and 
respond to a claim would be clear. Likewise, the City's 


performance in resolving claims without the necessity of 
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litigation could be evaluated by assessing the performance 
of a single agency--the Bureau of Claims Investigation and 
Administration.—-/ 
As noted above, there is a statutory claims period 
which ordinarily must elapse before litigation can be insti- 
tuted against a municipality. During that period, the City 
has an opportunity to examine the claim and to consider 
whetheme te shoulldsbe denied se pagdesim: fild plori settled: Tse; 
the claim is simply denied and litigation commenced, an oppor- 
tunity to make a modest settlement may be lost. The new 
Bureau would have responsibility for making a realistic exam- 
ination of each claim. Where it appears that a claim may 
have some merit, though perhaps at a much lower figure than 
the amount of the claim, the Bureau would be responsible for 
undertaking efforts to reach a settlement of the claim before 
litigation is instituted. (Ine thiisa regard Aatishomidrbe 
notedhithat. claims: arent nequently.for ani unréeald stical ly» high 
amount so that the claimant will not be precluded from recov- 


ering more than the claim in the event of litigation. As a 


_8/ To evaluate the performance of the new Bureau, the 
City should develop objective criteria based on those used 
by the insurance industry and claims administrators in the 
private sector. For example, one relevant indicator is the 
percentage of all claims which are settled before litigation 
is instituted. 
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result, a high claim amount does not necessarily mean that 
the claim cannot be settled for an acceptable figure before 

& SULCVSutahed.). JOf course, As A part lof che City Attorney's 
Office, .the Bureau would, be expected, to, consult, with an 
attorney where appropriate; and the City Attorney would have 
full authority to establish guidelines to determine the 

level of approval which would be required before a settlement 
Could beutinalbi zed 4 = In this reqard,. the ability of sthe new 
Bureau to achieve prompt and affordable settlements prior to 
the institution ef litigation will, be ,atfected bythe limits 
on its settlement authority. The City Attorney presently 

has authority to approve a settlement of $5000—2/ or less, 
without the approval of the Board of Supervisors, if the 
affected department head concurs. The Task Force recommends 
that, with the transfer of settlement authority to the new 
Bureau, the requirement of the department head's approval of 
a settlement should be eliminated. (Of course, as a matter 
of good management, the City Attorney should give notice to, 
and solicit the views of, the affected department head 


wherever possible). This recommendation is based upon the 


__9/ Muni's claims staff and the City Attorney have 
LOINC AeaULhOricy “CO Settle claims up to-S/500. Above that 
figure the Public Utilities Commission must also approve the 
settlement. 
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fundamental point that the goal is to achieve a speedy, 
reasonable and economical settlement wherever possible. The 
requirement that a department head's approval be obtained 
means that the City's negotiator lacks authority to conclude 
a settlement; and any settlement proposal requires a time- 
consuming approval process. As a result, claimants reject 
settlements in circumstances in which the ability to "make a 
deal right now" would have facilitated an early settlement 
of the claim.22/ 

For much the same reasons, the proposed Charter 
Amendment provides that there shall be established, by ordi- 
nance, a revolving ifundsfor the payment of settled claims. 
The ordinance would, of course, provide a maximum amount for 
such claims, with those in excess of that maximum payable 
only by warrant .22/ 


Similarly, the Task Force recommends that the Board 


of Supervisors amend the applicable ordinance to increase 


10/ When the new Bureau is established, the City 
Attorney should consider giving the investigator/adjustors 
authority to settle claims under a specified amount on the 
spot, without approval of a superior. The PUC has given 
such authority to its adjustors for settlements under $7500, 
and has found the practice to be beneficial from the 
standpoint of facilitating prompt and inexpensive 
settlements. 


ii) o-The.-PUC has.established such a revolving fund, for 
settlements of less than $7500. 
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the City Attorney's authority to enter into a settlement 
Without eits vapproval “toss 15/0002" -Thiswauthority=wouldy -of 
course, continue to be subject to the City Attorney's obliga- 
tion to provide periodic reports to the Finance Committee of 
all settlements made. 

Investigation of a claim by the affected department 
often*rarsessdifficult+questions of whether the investigator's 
report 1S privileged or, alternatively, must be produced to 
the claimant once litigation has been commenced and discovery 
initvated? “Although*thePCity Attorney erdinariiy+ takes the 
position that such reports are privileged because prepared 
at his request, this can be a problem in some paeeen=<4 
If the investigation were conducted by a Bureau within the 
City Attorney's Office, the privileged status of the report 
should be beyond question. 

A single claims investigation Bureau would also be 
in an“excellent position’ to-provide’ the kind of data‘that is 


needed by an effective Risk Management operation, as discussed 


127+ For°éxanple;,"in’one Gase) "the Court™of Appeal in 
an unpublished decision compelled disclosure of statements 
of various police officers that had been gathered by the 
police department in response to a civil claim. The court 
rejected the City Attorney's privilege argument. In another 
case, Municipal Railway accident statements were ordered 
produced because they allegedly were used by the Muni for 
non-litigation related purposes. 
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in Section Il of this Report. “The Bureau could eliminate 
the needless diversity in incident reporting forms which 
exists throughout the City by establishing a report form to 
be used on a City-wide basis. This is essential if the City 
is to develop a data base for the generation of City-wide 
Statistics regarding incidents and claims, as discussed in 
Section II, infra. Uniform incident reporting and evalua- 
tion methodologies would also be beneficial where employees 
transfer, as frequently is the case, from one department to 
another, and would make possible meaningful training on a 
City-wide basis of employees who are responsible for incident 
reporting. Finally, development of uniform reporting forms 
and standards would ensure that the information which will 
be needed if and when a claim is made 1s collected and con- 
tained in the incident report. 

From the standpoint of the investigators employed 
by the City in the various departments, they would find 
enhanced job-satisfaction through the increased professional- 
ism and skill-enhancement that can be expected to occur. 
Moreover, investigators would no longer be limited to a par- 
Cicubarysubject area (106.7 ne Kinds, of ‘claims. that are 
made against a single department) but could be assigned to a 
broad variety of kinds of claims. While the new Bureau would 


doubtless make work assignments that reflect the expertise 
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of particular investigators, the opportunity for more varied 
work should inure to the benefit and increased professionalism 
of the investigative staff. 

The Task Force recommends that the investigators 
employed by the new Bureau be exempt from Civil Service. 
(As noted above, those investigators currently employed by 
the City would be "grandfathered" and thus would continue to 
be covered by Civil Service.) Investigators are an indis- 
pensable arm of the attorneys on the staff; and attorneys 
are, of course, exempt employees. Investigators perform 
Many professional functions just As cdo attorneys: they inves- 
Tigate the facts. they interview witnesses; they evaluate 
evidence; and they settle claims, frequently with minimal 
attorney involvement. While perhaps these functions were not 
as extensive or as intertwined with the work of attorneys at 
the time investigators were initially treated as within civil 
service, a contemporary examination of their functions reveals 
no basis form treating “them datrerently than attorneys. In 
Chat. regard. at 1s. st0nificane that investigators employed 
by the District Attorney are already exempt from Civil Ser- 
vice; the Task Force believes that there is no reason to 
differentiate between City-employed investigators merely 
because the matter under investigation is civil rather than 
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Investigators of necessity operate with minimal 
Supervision, and the range of their duties makes precisely 
objective performance evaluation correspondingly diffticure 
to conduct. Given the 24 hour per day responsibilities of 
bureau personnel and the sensitivity and professional nature 
of ‘their work, exempt status is calculated to promote prompt, 
efficient and loyal performance. In this era of diminishing 
governmental revenues, adequate performance is no longer 
enough. Persons performing professional duties and making 
upward of $40-50,000 annually should be held to standards 
and goals of superior performance. We believe that this 
objective will be promoted by treating the civil investiga- 
tors in the same manner as the investigators in the District 


Attorney's office and exempting them from civil service. 


ip 


PROPOSAL TO STRENGTHEN THE RISK 
MANAGEMENT PROGRAM OF THE CITY. 


The Task Force recommends that a Charter Amendment 
be adopted which would formalize and strengthen the Risk 


Management program now conducted, on a contract basis, by 
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the=-ChiefvAdminaistrative Officer oe 


At present, there is a Risk Manager operating 
under the aegis of the Chief Administrative Officer. Estab- 
lished about seven years ago, his function is to evaluate 
the City's risk exposure and to take all appropriate steps 
to minimize ame However, many City departments, 
bureaus and commissions do not operate under any supervisory 
authority of the CAO, and as a consequence the recommenda- 
tions of the Risk Manager applicable to them are purely 
advisory and are not infrequently disregarded. 

This problem is exacerbated by the fact that non- 
enterprise departments do not bear the costs of defending 
against or paying claims made against them; such costs are 
borne by the general fund. However, the cost of purchasing 


anstiranee? Orv’the capital’ cost of ®takingscorrectiveraction 


13/7 Risk management is the systematic process of iden- 
ti£ying and -controllingethe financial ampact: of ‘all risks 
Greated@by aliecityroperations and activities. - Estimated at 
more than $120 million annually, San Francisco's total cost 
of risk (which is more fully described in Appendix "A" hereto) 
demands strong action to achieve significant savings. While 
the scope of City-wide risk management is much broader than 
liability claims, such other issues are outside the charge 
given this Task Force. These other issues will, however, 
fall within the jurisdiction of the Risk Management program 
which this section of the Task Force's Report recommends be 
strengthened. 


i4/ The person discharging this important function is 


Mr. Keith Grand, who served as a member of the Task Force 
and whose input on this subject was invaluable. 
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which might avoid such claims in the future (to say nothing 
of the injuries to human beings which generate such claims), 
must come from the budgeted appropriations to those depart- 
ments. There is, in short, a built-in disincentive to take 
appropriate corrective action which would reduce the fre- 
quency of claims and might save the City substantial sums in 
the: Long runs there wi s1a. similar idisincentive as to, the pur- 
chase of insurance. 

The Task Force believes that the risk management 
function should be strengthened and reinforced. At present, 
the Risk Manager exists pursuant to a contract with the Chief 
Administrative Officer. A Charter Amendment providing for a 
Risk Management. Office under the jurisdiction of the CAO 
could strengthen this. important function. . Each department, 
bureau and commission would be responsible for managing the 
costs of risks created by its operations, and for carefully 
considering and acting upon the recommendations of the Risk 


Management Department. 22/ 


15/ Many members of the Task Force were of the opinion 
that it would be preferable for the Risk Management Office 
to be established by Charter Amendment as a part of the 
Mayor's Office rather than under the Chief Administrative 
Officer. The reason for that approach was that many depart- 
ments and commissions are not under the direct jurisdiction 
of the CAO; moreover, the Mayor's powers with respect to the 


(continued) 
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The Risk Management Office would carry on and 
expand upon the important work now performed by the CAO's 
risk manager. Among the functions it would perform are the 
followings 


Data Gathering: Effective risk management requires 


detailed information about the operations of each department 
and the claims which those operations generate. To do this, 
the City must have a city-wide, computerized information 
system which contains not only the data relating to accidents 
and claims which have been experienced but also other data 


concerning the operations of the various departments which 


15/7, MPootnetet continued) 


submission of a budget are such that a department or commis- 
sion would have a strong incentive to pay heed to recommenda- 
tions of a Risk Manager operating under the authority of the 
Mayor. 


Ultimately, however, the Task Force elected to 
recommend that the Risk Management Office be retained under 
the CAO, and strengthened in the manner suggested in this 
Report.« The Task Force is mindful ofan ongoing discussion 
within City government concerning possible charter revisions 
which would alter or eliminate the function of the CAO. 
Plainly, such major structural changes go far beyond the 
jurisdiction of this Task Force, and we express no opinion 
on those matters. Rather, the Task Force takes the structure 
of City government as it presently exists. Given that struc- 
ture, and the fact that a competent and conscientious Risk 
Manager presently exists within the CAO's office, the Task 
Force has concluded that the preferable course at this time 
is to do all that is possible to strengthen the risk manage- 
ment function. 
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can be analyzed to determine what steps might be taken to 
reduce injuries and claims. For example, the number of City 
vehicles or number of miles driven annually are factors in 
projecting future automobile accidents. There are many other 
variables such as driver competence, vehicle €Ondition, “and 
weather, traffic volume which may also bear on future acci- 
dents. Analysis of such data Will help determine whether 
the significant variables are betng *Correculy managed by the 
respective departments. Development of this kind of data 
base requires the cooperation tof the departments, and the 
creation of appropriate systems for its collection and 
UCP zation 

At present, the obligation’ of the departments to 
provide necessary data to the Risk Manager’is=unclear. In 
Many general fund departments, there is lacking an adequate 
System of data collection or even, aS noted previously, an 
adequate form for obtaining it when an incident OCCUMssy sine 
new Risk Management Office must be given explicit authority 
to require the collection of the necessary data, ina form 
usetulgtoctthpebyi ald departments. 


Creation of Appropriate Incentives to Prevent Acci- 


dents and Claims: We have already mentioned the disincentive 


to accident/claim prevention which the DIesenc structure of 


City government creates for the non-enterprise departments. 
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tvatnucshellpythnertproblemeis thatethelcostuct accident 
avoidance comes out of each department's budget; but the 
cost of defending against and paying claims comes out of the 
general fund. Therefore, the individual departments are not 
easily made accountable for the risk costs they generate. 
SPOluUcionnot  ehistpreblemgisrnotmeasy Nforlit dssimpractical 
to take the cost of defending and paying claims out of an 
affected department's budget. That technique, so effectively 
used in the private sector as to separate profit-centers, 
cannot be directly adapted to non-enterprise departments of 
municipal government which provide essential public services. 

Thus the challenge is to find other means to stimu- 
late an aggressive program of accident and claim avoidance 
in each of the departments, bureaus and commissions. An 
effective Risk Management program, using the carrot, the 
stick, or a combination of both, should devise and implement 
such incentives. 

One approach, of considerable merit, is to develop 
and implement a risk cost allocation system of the type more 
fully described in Appendix "A". In brief, such an alloca- 
tion system collects data on City-wide risk costs and appor- 
tions it equitably among the various departments. This cost 
allocation would not actually involve a transfer of funds or 


directly result in the cost of risks being taken from a 
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department's budgeted funds. Rather, it would allow the 
tracking of those costs which are in fact generated by each 
department even though paid from a central source (enh the 
Controller's Judgment and Claims fund). It would therefore 
provide an effective means of evaluating each department's 
performance in preventing or minimizing risk costs. 

With such an allocation system, it would be feasi- 
ble to incorporate management of such costs into the City's 
existing Management By Objective (MBO) program. This alloca- 
tion/MBO mechanism would bring under departmental scrutiny-- 
and oversight by the Mayor, the CAO and the Board of 
Supervisors--a real cost of a department's operations which 
presently escapes meaningful scrutiny and oversight. 

Loss Prevention: Utilizing the: database described 
above, the Risk Management Office should identify areas in 
which claims experience is unsatisfactory, and in consulta- 
tion with the affected department make recommendations as to 
how accidents and claims could be reduced in the future. 

Insurance: All departments currently have the 
authority to decide whether or not to purchase insurance. 
However, inepractice there are twoodistinct’ groups: General 
Fund departments purchase virtually no insurance, largely 
because they are (at present) not accountable for the cost 


of uninsured losses. Enterprise Fund departments do purchase 
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insurance, largely because they must pay uninsured losses 
from their own revenue. Moreover, insurance purchasing pro- 
cedures in the Administrative Code often work to the disad- 
vantage of the City.2o/ The Risk Management Office should 
be a centralized source of data about insurance and should 
evaluate and make recommendations for the most efficient 
procuring of insurance throughout City government. 


Contract. Administration: The) City enters into 


thousands of contracts annually for the provision of goods 

and services to it. While insurance and indemnification 
provisions are, usually part of such contractsjuitherer needs 
tosbe. further standardization of such provisions to strengthen 
their use as risk transfer mechanisms. The Risk Management 


department has already made substantial progress with the 


16/ Section 21.4 has been interpreted to require a 
detailed, written specification. for insurance it wishes to 
purchase, to be followed by a request for quotations from as 
many insurance brokers as possible. The Task Force has been 
advised that in many instances, insurance brokers and 
insurers will not work on "bid business" so that this 
requirement operates to the City's disadvantage. 


Consideration should be given to a reinterpretation 
or, if necessary, a revision of Section 21.4 so that a more 
flexible insurance purchasing procedure could be used. For 
example, the City could select two brokers, who would compete 
with one another, would contact different insurers and would 
each provide the City with quotations. The City would; of 
course, then select among the insurers with the most attrac- 
tive bids. 
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major departments in this area and should propose City-wide 
standards for review and incorporation of such provisions in 
all City contracts, as appropriate. 


Legislative Risk Management: Some risk costs are 


created by legislation, or judicial interpretation, such as 
the current "deep pocket" problem. Often such costs are 

best addressed by legislative change. (An excellent example 
isychemcurrent eitforemtovmodi fyni@alig ornsiay stg ointyandacey= 
eral liability doctrine.) The Risk Management Office should 
expand present efforts to monitor, propose, oppose or support 
legislation which would, assist the City in reducing risk 
COSTS". 


Coordination of Risk Avoidance: In some instance, 


the reduction or avoidance of a risk requires cooperation 
between more than one City department. One department may, 
for example, discover a hazard or experience an accident 
which suggests the need for corrective action to be taken by 
another department. The Risk Management department should 
besutilized, tor coordinate: suchwcorrectivesactions,»and-to 
follow up where prompt action is not taken by all of the 
affected departments. 

Follow-Up: To ensure that the Risk Management 
Department's recommendations with respect to such matters as 


insunance, «contracts dratting,. correctiveractionsandarisk 
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avoidance are given appropriate consideration and acted upon 
by the various departments, boards and commissions, the Risk 
Management Office should submit periodic reports to the CAO, 
the Mayor and the Finance Committee of the Board of Super- 
visors. These reports should indicate the major recommenda- 
tions made to the various departments, boards and commissions 


together with the status of each such recommendation. In 


that way, the CAO, the Mayor and the Committee would be in a 
position to evaluate the performance of both the Risk 
Management Office and the affected departments in minimizing 


the risk ‘op -Luture: loss. 


oe 
INCREASED USE OF MEDIATION. 

Mediation is a technique for the resolution of 
disputes without litigation or as a means of achieving a 
settlement of litigation. EG Le ancreasinglLy utilized in 
the private!sectorm? and on ‘a dimited bassin *thepublic 
sector. The Task Force recommends that the City Attorney 
establish a pilot program to evaluate the value of mediation 
in resolving claims against the City on a cost-effective 
basis. 

Mediation can take many forms. Its essence is the 


use of a skilled third-party--the mediator--who confers with 
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the parties and/or their attorneys in an attempt to define 
and narrow the issues, and to explore the possibility of 
settlement, before, trial and, perhaps, even before the com- 
mencementeok latigation: It is consensual--that is, it takes 
place only with the consent of all parties. It differs from 
arbitration in that the mediator does not have the power to 
"decide" anything; that is, if the parties are unable to 
agree on a satisfactory resolution of the dispute, then 
mediation ends and the parties are free to carry on with 
LiBigationy 

Mediation has proven to be very successful in many 
contexts. One member of the Task Force reports that her law 
firm uses mediation to resolve many claims of relatively 
small amounts, and that approximately 95% of those claims 
referred to mediation are settled. Mediation is also used 
for very substantial claims, where the litigation process 
will inevitably be lengthy and costly. 

Oné .reason,for mediation,s success is that the 
third party is indeed a neutral. The mediator listens to 
each side's position and helps each to understand the weak- 
nesses of that position and assists them in evaluating it. 
In some instances, the mediator may actually suggest. a com- 
promise figure which would be an appropriate basis for set- 


tlement. That frequently assists the claimant's lawyer in 
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persuading the client to accept a lower amount than he/she 
desires?) and,*an-‘the-context. of ‘the’ City) Stawould? provide a 
degree of assurance to responsible City officials and to the 
Board of Supervisors that the proposed settlement figure is 
reasonable. 

Mediation services are provided by several outside 
services such as the American Arbitration Association and 
American Intermediation Service. Such services might be 
obtained ona contract basis. The Task Force believes that 
mediation is more likely to be successful if both sides are 


committed to the process and if the claimant demonstrates 


that commitment by agreeing to pay a portion of the cost. 2// 


i7/7 The Task Force discussed the probable cost of 
mediation services with one organization, the American 
Intermediation’ Service. Its charges ordinarily range from 
$150-200 per hour and its representative estimate that for 
routine’ cases preparation. for and’conduct of the mediation 
should take approximately 3 hours. This representative also 
indicated that his organization would consider participation 
Ina. pilot progiamret (the rate: ofysl00> per nour. On that 
basis, the average cost of mediation for a routine case 
would be $300. 


The Task Force believes that the City Attorney 
should consider requiring any firm providing mediation 
services to agree that (1) fees for any single case would 
not exceed a specified amount, at least without the express 
consent of the City; and (2) that the arrangement be 
terminables" without. cause, at. the City "Ss loption: 
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The Task Force recommends that a pilot program of 
voluntary mediation be undertaken using a random selection 
of cases involving both large and small claims. After the 
expiration of the pilot period--which should be at least 6 
months=-the ‘settlement Statistics for the pilot project 
should be compared to similar cases which have not been 
mediated in order to determine the efficacy of mediation of 
different types of cases. 

Another program of potential value to the City is 
the Early Settlement Program which the Bar Association of 
san Francisco has proposed to the Superior Court. That pro- 
gram has been approved in principle by the Court and should 
be amplemented in Carly. 1986, “Briefly. 1t contemplates that 
within a year of filing, most cases would be assigned to 
panels of two attorneys, one of whom would ordinarily repre- 
sent plaintiffs and one of whom would ordinarily represent 
defendants. They would conduct a settlement conference, 
essentially functioning as mediators, at no cost to the par- 
ties. The Task Force recommends that the City make every 
errort, £o Utilize this program as part of ats efforts to 
resolve cases early in the litigation process. 

In order for mediation to be effective, the City's 
representative should have authority to conclude a settlement 


at the mediation session at “a realistic figure. For the 
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reasons discussed in Section I, supra, at pp. 17-19, the 
present settlement authority of the City Attorney should be 
re-evaluated. Of course, in mediations involving very large 
claims, that may not be possible; but at least in the media- 
tion of small claims, adequate authority to conclude a settle- 


ment would greatly facilitate successful mediation. 


CONCLUSION 

Attached to this Report, as Appendix "B", is a 
proposed Charter Amendment which will implement the recommen- 
dations in Sections I and II of the Task Force's Report. 
The Task Force hopes that this amendment will be placed upon 
the ballot at the June, 1986 election. 

No charter amendment is required to implement the 
recommendations: in: Section Til. 

The Task Force believes that its recommendations 
will assist in reducing the costs of claims and Cpe Eaton. 
We hope that they will be favorably received and acted upon 


by the leaders and citizens of San Francisco. 


110585/2-JBFAe 


She 


c fas Ps OE ee 
«a iber aa? ere argh kes ow ate asi cio 
-ei2¥eq, Beha land? a9. “st | a z (ane itewe te «at? 
er teibew ae aie (sree Whi soen 


o ai... %8" etteeggs da 21nged ad! yr basae rss 
vicarage wt, (hieptam? A ivotnldy sreannted) 2bnk> Seong 
Sixes @ eeu gsO ae?) Ve tt Line (Gay Sent at areszet 
siey biselea @ lide aeiginaMes Sant ree! Se reed Seas ef 
im ule «8 eape mie. 3% Soi !ert on 
arr apnagQns ot Dec tigal ws > CP=a5> oh 


al 6@0(JeGseres: =: 


APPENDIX A 


MEMORANDUM DESCRIBING 


RISK/COST ALLOCATION SYSTEM 


RISK COST ALLOCATION 


Cost Accounting is a widely-accepted technique to identify the full 
cost of operations. Equitable allocation of that cost to the many 
activities that create it enable an organization to pin-point where 
costs are occurring. This concept is used in risk management as a 
financial incentive and performance evaluation tool in managing the 
overall cost of risk as explained later. First, a brief background. 


RISK MANAGEMENT 
Risk Management is a systematic process for controlling the total 
financial cost associated with injuries to employees, damage to City 
property, injury or damage to the public, loss of City revenue, etc. 
In short, all financial cost of injury or damage to people, property 
and revenue. This total cost isthe .cost soferisk, which.includes 
these elements: 


Uninsured losses 

insurance premiums 

loss control activities 

claims administration, legal defense 

overall administrative costs of managing the system. 


U1 & Wh FF 
xs. 6h e ee. @ 


Insurance premiums are the cost of transferring the risk of the above 
events to insurers, not always possible or cost-effective. Loss 
Control activities refers. to..the cost of .actionsitaken to prevent.or 
minimize the undesired events, including employee training, protective 
equipment, etc. Claims administration and legal defense are costly 
activities necessitated when injury or damage occurs which isn't 
insured. Overall administrative cost includes salaries and expenses 
associated with the total cost of risk City-wide, not specifically 
included elsewhere. 


SAN FRANCISCO'S COST OF RISK 

The total annual cost of risk has never been precisely calculated, 
because San Francisco has never had an effective system of account- 
ability tor risk .costs.=.A rough estimate of the annual cost of srisk 
LS: 


COST, OF RISK 


COMPONENT ANNUAL COST 
Workers' Compensation S25, C00, 000 
Disability retirement* 38,100,000 
Unemployment benefits* 6,400,000 
Health benefits* 345,500 .0'0.0 
Liability claims 10,700,000 
Insurance premiums 4,600,000 
LOSS, contro. 500,000 
Claims/legal administration 9,000,000 
Overall administration 350,000 

S22,7'1.50 7.000 


*A traditional, narrow definition of risk management would not include 
these items. However, since they represent uninsured costs paid by the 
City and somewhat manageable, I feel they belong here. 
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While the magnitude of this cost is alarming in itself, the realization 
that few people are aware of it and fewer people are doing anything 
about it is even more alarming. Also, these costs are of a nature that 
they will increase, not decrease, unless effective controls are applied. 
Effective controls must be based on accountability of the departments 
that generate these costs and the managers that run these departments. 


ACCOUNTABILITY 

San Francisco now has a peculiar, bifurcated management system in which 
managers are accountable for certain costs of operations under their 
authority, but not accountable for other costs of operations under their 
authority. Thus, we have elaborate accounting systems and financial 
control mechanisms to track every penny spent on salaries, materials and 
supplies, etc. We add to this an MBO program to set goals and objectives 
in managing these dollars wisely, with progress reports and accountability 
galore. But, the whole, vast area of cost of risk generated by a 
department's activities isn't tracked by the department at all, isn't 
subject to MBO programs and the department budget isn't accountable for 
any of it. Consider the City's Judgment and Claims fund. It pays 
liability claims against the City generated by General Fund departments. 
The Controller budgets the total fund, the City Attorney investigates 
claims, defends suits and recommends the amounts to be spent for each 
claim. The General Fund department that created the loss has little 
knowledge or concern about frequency or cost of claims. No charges 
ever appear in the department's budget directly. No department MBO 
program includes management of this item of its cost of operations. No 
department manager has a performance evaluation based, in part, on 
control of department risk costs. 


This financial dichotomy in our present management system is an incentive 
for not taking corrective action. It can be eliminated by making the 
total cost of departmental operations visible, by department, and subject 
to accountability. A risk cost allocation system makes accountability 
possible, at the department budget level and the individual manager level. 


RISK COST ALLOCATION 

While the concept of allocation is simple, implementation in a complex 
organization is difficult. Before discussing the mechanics of an 
allocation system, it is helpful to note that San Francisco has already 
begun this practice, piecemeal, under different names. 


Enterprise fund accounting creates departments that generate their own 
revenues and pay their own expenses, which include their costs of risk. 
Current examples of this include the Airport, Port and PUC. 


A different risk cost allocation example is the City-wide funding of 
unemployment benefits. A payroll tax of .4% is charged all departments, 
to create a central fund inthe Controller's Office, from which all 
benefits are paid. A separate charge of $2 per employee is charged all 
departments to pay the administrative fee of a contract claims adminis-— 
tratone 


There may be other partial or modified examples of allocating costs to 
departments, not important to this discussion. But these examples point 
out that the concept of allocation isn't new and that accounting 
mechanisms, in various forms, have been developed and implemented. 
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RISK COST ALLOCATION (Cont'd.) 

Another impetus for risk cost allocation comes from the State Controller's 
Office, in connection with County-Wide Cost Allocation Plans (COWCAP). 

The State Controller has published a handbook of procedures for California 
Counties and the City Controller has hired a consultant to help create 

an acceptable allocation system. The risk cost allocation system I'm 
proposing would conform to COWCAP guidelines, but extend to costs out- 
side their concerns, which are grant-reimbursable expenses. The table 

of contents from the State Controller's Handbook is enclosed as Exhibit 


A to illustrate similarities between their Risk Management concepts and 
mine. 


The Board of Supervisors recently expressed indirect interest in account- 
ability for risk costs by requiring the City Attorney (in conjuction 
with Ordinance 78-85) to report quarterly on the remedial actions taken 


by departments to prevent recurrence of similar claims. (See attached 
Exhibit B)- 


RISK COST ALLOCATION MECHANISMS 
A risk cost allocation system must be: 


- Equitable 

understandable 

based on readily-available data 

compatible with accounting and regulatory guidelines 
- able to measure the risk of loss 


Ol & WN FF 


Of these characteristics, measuring the risk of loss needs explanation. 
Allocation mechanisms must look backward at the history of actual losses 
(experience) and project forward to anticipate future losses (exposure). 
Experience and exposure must be weighted appropriately in order to project 
equitable allocations to future budgets. In general, if certain claims 
occur with great frequency, the history of such claims (experience) can 

be weighted heavily as a reliable predictor of future claims activity. 

If certain Other clainis occurvrarely there 1s 11ttblevexper lence: trom 
which to project future claims. Thus, the exposure factors, rather than 


experience factors, should be more heavily weighted in predicting future © 
COsUs. 


Ideally, an allocation system should be supported by @ computerized data 
base that can analyze large bodies of information and produce irrefutable 
numbers. San Francisco doesn't have such a system yet, but has portions 
of it and is moving in the right direction. However, we can allocate 
costs based on data we now have, produced manually. To illustrate 
allocation concepts and calculations, I've picked liability and workers' 
compensation claims as two costs of risk, both uninsured, of significant 
size, and currently not allocated to departments that generate these 
claims. In the overall cost of risk described earlier, these two areas 
are in only one category (uninsured losses) of cost of risk. A risk 
allocation system should allocate the entire cost of risk, but, for 
purposes of illustration, let's use these: 


WORKERS' COMPENSATION COST ALLOCATION (Example) 
General fund department A has had the following history of claims and 
employee payroll: 
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WORKERS! COMPENSATION COST ALLOCATION (Example) (Cont 'd.) 
ee EA LUN 


Claims (Experience) Payrolls (Exposure) 
1984 324 $6,200,000 
1983 297 5,900,000 
1982 260 5,400,000 


Averaging these three years gives: 294 claims; SDESoeposoapayroll. 


During the same period, total City claims and payrolls averaged: 7,450 
claims; $400,000,000 payroll. Department A represents 3.9% of claims 
and 1.5% of payroll. Our intent is to allocate to Dept. A its equitable 
Share of projected losses for the future 1986 budget. Total projected 
payrolls and claims, City-wide, are: 


Number of Claims Cost of Claims Payroll 
8 500 $12,000,000 $600,000,000 


Our allocation system uses the number of claims as the experience measure, 
payroll as the exposure measure. Assume experience and exposure are 
weighted equally. 


Total amount to be allocated City-wide is $12 million, split equally 


between experience and exposure since we are using a 50% weighting 
factor for each. The calculations for Dept. A are as follows: 


Dept A 
Experience (50%) Experience 
$6,000,000 x pil 6 ih] = $234,000 Total 
Total Dept A Dept A 
City Exposure (503) Exposure 
$12,000,000 $6,000,000 X 2025 = $ 90,000 $324,000 


Thus, Dept A is allocated $324,000 for Workers' Compensation claims in 

the 1986 budget. For administrative efficiency, the amount should not 
actually be budgeted in Dept A's budget, because they would then have 

to transfer it to the Retirement System's Workers' Compensation fund 

where claims are administered and payments authorized. The allocation 
system will produce reports which highlight for departments, CAO, Mayor, 
Commissions and Boards where these costs are occurring. By developing 

an equitable cost for each department, risk cost control can be included 
in the existing MBO system, with goals and objectives to reduce such costs, 


A great deal of discussion can be devoted to specifics, such as measures 
of experience and exposure, weighting factors, large loss limitations, 
actuarial credibility, etc., which would only confuse the intent of this 
illustration. Liability allocations follow the same format: 


LIABILITY COST ALLOCATION (Example) 
General Fund Department A has had the following history of liability claims 
and number of vehicles (this example allocates vehicle Liability costs): 


CLAIMS (Experience) VEHICLES (Exposure) 
1984 47 L50 
1983 42 138 
1982 36 125 
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LIABILITY COST ALLOCATION (Example) (Cont'd.) 


Averaging these three years gives: 42 claims; 137 vehicles. During 
the same period, total City vehicle liability claims and number of 
vehicles averaged: 1,820 claims; 3,200 vehicles. Department A re- 
presents 2.3% of claims and 4.3% of vehicles. 


Our intent is to allocate to Department A its equitable share of 
projected losses (vehicle claims costs) for the future 1986 budget. 
Total projected number of vehicles, claims and claims costs, City- 
wide, are: 


Vehicles Vehicle Claims Vehicle Claims Costs 
3,600 2,000 $2°5005 000 


NOTE: In both the Workers' Compensation and liability allocation 
calculations, there isn't a direct correlation between the 
number of claims and cost of claims. However, the budget 
must use a projected cost figure. So the allocation is 
based on the department's percentage of the total City 
number (of claims, vehicles, etc.) applied to projected 
total Ci ry cose. 


This example use claims as the experience factor, vehicles 
as the exposure factor, weighted 30% experience, 70% exposure. 


Experiences (30%) Dept. A Experience 
Total City SS) 7507000 20723 =i} ,250 Total 
Projected Cost Exposure (70%) Dept. A Exposure Dept. A 
$2,500,000 Si, 7/507 000 -043 =/5, 250 S077 50.0 


Based on manual data currently available, I allocated workers' 


compensation and liability costs for all departments, attached as 
Exhibit ce. 


MANAGEMENT BY OBJECTIVE (MBO) 


By using allocation to calculate a department's equitable share of 

the overall City cost of risk, we can incorporate these numbers into 

the department's MBO program. For example, a department's objective 

may be to reduce the number of its workers' compensation claims. 

Using the above workers' compensation allocation example, the department's 
expected cost of claims is $324,000. Barring large losses, reducing 

the number of claims should reduce the total cost of claims. If the 
department's actual cost is $200,000, a portion of the $124,000 "savings" 
can be returned to the department for loss control or other uses. 


As mentioned before, this illustration doesn't explore the details or 
answer all the "what ifs", for the sake of introducing the concept. 


CONCLUSION 


Various costs associated with injury or damage to people, property 

and revenue have never been pulled together as a cost of risk lending 
itself to management control. Effective management is more likely if 

the total cost is equitably allocated into smaller pieces and distributed 
to responsible departments, via a system that provides both the depart- 
mental identity of the pieces and the overall City perspective of the 
whole. A computerized allocation system is necessary for the huge 

volume of calculations to be timely and accurate. 
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CONCLUSION (Cont'd.) 


Data on claims and litigation is part of the raw material need for 
accurate allocation. While cost allocation is not a panacea, it is 


probably the single most effective mechanism to begin controlling an 
Organization, Ss _COSst.oL risk. 
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PRINCIPLES OF INSURANCE MANAGING, ACCOUNTING, AND 
FUNDING FOR GRANT REIMBURSEMENT PURPOSES 
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Risk Management 
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Operating the Self-Insurance Program 
Allocating the Costs of the Self-Insurance Program 
Insurance Pooling as an Alternative 
Risk Management Cost Identification Systems 
The Guidelines on Insurnace Set Forth in 
OMB Circular A-87 
Summary of the State Controller's Requirements 
Concerning the Costs of Insurance for Grant 
Reimbursement Purposes 
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/ City and Ceunty of San Francisco: Office of City Attorney 


Of we. 

iy % George Agnost, 

MSS Z City Attorney 

ir al TEXHLBIT Bs 


The Board of Supervisors has adopted Ordinance No. 7X -KS 
amending sections of The San Francisco Administrative Code 
relative to settlement of litigation and unlitigated claims. 
The amendment authorizes the City Attorney and the head of 
the Department concerned or of the Board or Commission in 
charge of the Department to settle claims and litigations not 
IITEXCESS Of poo yUUUl.00 (up sfromis2) 500,00). untileMarch 1, 1986. 


TheeOrdinance -requires=the "City Attorney .to.submit,—on a 
quarterly basis until March 1, 1986, a Confidential Attorney- 
Civent. ReportsteuthomBoardeiisting claims vsetttea not in 
excess of $5,000.00 during that period. The report shall give 
information on each claim regarding amount demanded, amount 
Paid, nature of Ancident giving rise to thesclaimarand the 
City Department involved. The Board also indicated the report 
shall contain a summary of remedial action the Department has 
taken to prevent occurrence of the same incident that gives 
rise.to.the+claim: 


The attached claim for which approval is being sought involves 
your Department. In implementation of the Board's wishes, we 
request your-oLtice, to furnish.uS .witha-brief—intormation on 
specific measure or measures your Department has taken or is 
taking to ensure the same incident will not happen again. 
Yousmay use thevattach form for this purpose.-This information 
will form parc of the next quarterly report to the Board of 
Supervisors. 


Thank you very much ifor your cooperation in) this matter. 


Sincerely yours, 


GEORGE AGNOST 
City Attorney 


Bernard Shew 
Claims Adjuster 


Room 206 City Holl San Fra 
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"EXHIBIT C" WORKERS' COMP. ALLOCATION 


07 ee 


EXPERIENCE EXPOSURE ~______ AMOUNT TO BE ALLOCATED, WEIGHED FOR EXPERIENCE/EXPOSURE | __ 
See ee ee eee eee ee 
Ta as See ~% OF === NUMBER OF] 2 OF 0 TOTAL 
| | DEPARTMENT - = TOTAL _ | _____... ||EMPLOYEES|| ___ | | ALLOCATION rae eee ey 
01 BOARD OF SUPERVISORS 1002 || | d ck |? 734.8 | | | io 
ve | |r HIP tstbsess LE HHT 
03 ASSESSOR ab os¢ 69 | | it | £ 
04 CITY ATTORNEY " a, 3 362.Bd | | t* 
bok oh SN apslg Nd poles 4 $9] | HLL] [sz }agp abit {He 
|} 06 TREASURER ey i 29§.20| | | 
{| 07 SHERIFF 24.40 |) | ia ab eae 
'! 08 PUBLIC DEFENDER ' 2 l2h | 70 ‘boy! 1 Ay | }s 
| 09 | |lpoLice ‘t Ly. oe 563.60 | | | 3 
ition bauer doy | | }in e99-OO1 1} nit |i fx 
vu 11 | |[PERMIT APPEALS ‘| oS [4 b 599.701.) - TT! " 
A 12 RECREATION & PARK 40 it} ff 1970 285.50! : | | i. 
{14 | hpustrc LIBRARY | { ; | 94 eer | | 
15 | |[WAR MEMORIAL SCaee I i se Toeaae qt 
sf 16_|_llarT_commisston . 4. fb | Pp 220-70: |. a ek es 
r | 18- fe ARTS MUSEUM : | 15) 824.50; | u | | : 
vil 19 CAL. ACADEMY OF SCIENCE 4 | | 599.70, i | : Vv 
3|} 20 MUNICIPAL COURT ee [34 362.00| 
i 22 SUPERIOR COURT : FE 26} 336.4)! 
»|_23_|_|fvourm curpance cewren edd || LLL sfost LL LLL 
iff 24 JUVENILE COURT i). 2 a 078.60: | 
»2{| 25 ADULT PROBATION | | \25 62: so! | | 
|| 26 CAO . | 5 3 617.00: Boke 
al] 28 TAX COLLECTORS rd HN | 26 aR Pie ryt ye 
sf] 29 | REGISTRAR _ 06). d |B fy 28pse3-22! aged ee 
rej] 31 COUNTY CLERK in q 5 l | .25}884.10' | age |x 
:f 32 PUBLIC ADMINIST.. 8d | | 24,712.80) | alia bok 
«| 33 || PURCHASING —- $0 -h ve 640.50 | : | | o 
| 36 || DPW-GENERAL OFFICE __ -9Q Sl lis 667.40: , | : yw! 
st 38 RR cites REPAIR -(9 211} 365. iad ‘a 
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APPENDIX EE 


PROPOSED CHARTER AMENDMENT 


File No. 


CHARTER AMENDMENT 


PROPOSITION 


Describing and setting forth a proposal to the qualified 
electors of the City and County of San Francisco to amend the 
Charter of said city and county by adding Section 3.401(c) and 
amending Section 3.510 thereto. 

The Board of Supervisors of the City and County of San 
Francisco hereby submits to the qualified electors of said city 
and county at an election to be held therein on June 4, 1986 
a proposal to amend the Charter of said city and county by adding 
Section 3.401(c) and amending Section 3.510 thereto, to read as 


follows: 


NOTE: Additions or substitutions to Sectionecna) Olnane 
indicated by underlining; deletions to Section 
3.510 are indicated by ¢¢rik¢dut type. The 
entire Section 3.40l(c) is new. 


CHAPTER FOUR: OTHER ELECTED OFFICIALS 


3.401(c) City Attorney 

There is established in the office of the City Attorney a 
bureau of claims investigation and administration which shall 
have the responsibility of investigating, evaluating and 
processing for the several boards, commissions and departments 
all claims for money or damages made upon the city and county 
pursuant to section 7.703 of this charter or the general law of 
the state of california. Claim investigation functions of the 
police department in existence on June 4, 1986 shall continue @s 


an adjunct to the bureau established under this section. Claims 
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investigation functions of the public utilities commission shall 
remain under that commission unless transferred to the bureau of 
claims investigation and administration by public utilities 
commission resolution. Notwithstanding any other provision of 
this charter, the bureau shall also have the power to investigate 
events and occurrences giving rise to’potential civil liability 
against the city and county and adjust and settle demands, within 
dollar limits to be established by ordinance, prior to their 
presentment as claims. There shall be established by ordinance a 
revolving fund to satisfy such demands adjusted prior to their 
presentment as claims. The bureau shall be responsible for the 
investigation of all claims and the analysis of city policies and 
practices upon which the bureau shall report and advise the 
several departments. 

The City Attorney shall appoint a chief of the bureau who 
shall serve at his or her pleasure. The chief of the bureau may 
appoint, subject to confirmation by the City Attorney, 
investigators who shall serve at the pleasure of the chief; 
provided, however, that any person who has civil service status 
to the position of civil claims investigator or any equivalent 
classification on the date of approval of this amendment by the 
electorate shall continue to have civil service status to said 


position under the civil service provisions of this charter. 


3.510 Governmental Services, Purchasing, Real Estate, 
Public Works, Electricity, County Agricultural Department; 
Coroner's Office; and Convention Facilities Management, Risk 
Management. 

The functions, activities and affairs of the city and 
county that are hereby placed under the direction of the chief 
administrative officer by the provisions of this charter, and the 


powers and duties of officers and employees charged with specific 
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jurisdiction thereof, shall subject to the provisions of section 
11.102 and section 3.501 of this charter. he allocated hy the 
chief administrative officer, among the following departments: 

Department of Governmental Services, which shall include 
the functions and personnel of the offices of registrar of 
voters, Pecorder’ public administrator and such other functions 
as may be assigned by the chief administrative officer, and shall 
be administered by the chief administrative officer. 

The public administrator shall appoint and at his pleasure 
may remove an attorney. He may also appoint such assistant 
attorneys as may be provided by the budget and annual 
appropriation ordinance. 

Purchasing Department, which shall include the functions 
and personnel of the bureau of supplies, the operation of central 
stores and warehouses, and the operation of central garages and 
shops, and shall be administered by the purchaser of supplies who 
shall be appointed by the chief administrative officer and shall 
hold office at his pleasure. 

Real Estate Department, which shall include the functions 
and personnel of the office of the right-of-way agent. 

Department of Public Works, which shall include the 
functions and personnel of the telephone exchange and which shall 
be in charge of and administered by the director of public works, 
who shall be appointed by the chief administrative officer and 
shall hold office at his pleasure. 

The director of public works shall appoint a deputy 
director of public works for operations, a deputy director of 
public works for engineering, a deputy director of public works 
for financial management and administration, and an assistant to 
the director of public works, each of whom shall hold office at 
the pleasure of said director. The director of public works 
shall designate a deputy or other employee to perform the duties 


of city engineer. Said deputy or employee shall possess the same 
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power in the city and county in making surveys, plats and 
certificates as is ov mov free time ta time be aiven by law to 
city engineers and to county surveyors, and his official acts and 
all plats, surveys and certificates made by him shall have the 
same validity and be of the same force and effect as are or may 
be given by law to those of city engineers and county surveyors. 

All examinations, plans and estimates required by the 
supervisors in connection with any public improvements, exclusive 
of those to be made by the public utilities commission, shall be 
made by the director of public works, and he shall, when 
requested to do so, furnish information and data for the use of 
the supervisors. 

The department of public works shall semi-annually notify 
the tax collector of the amount of each assessment that becomes 
delinquent and the lot and block number against which such 
assessment is levied, and it shall be the duty of the tax 
collector to note such delinquency on each annual tax bill. 

The department of public works shall have powers and duties 
relating to street traffic, subject to the laws relating thereto, 
as follows: (a) to cooperate with and assist the police 
department in the promotion of traffic safety education; (b) to 
receive, study and give prompt attention to complaints relating 
to street design or traffic devices or the absence thereof; (c) 
to collect, compile, analyze and interpret traffic and parking 
data and to analyze and interpret traffic accident information; 
(d) to engage in traffic research and traffic planning, and (e) 
to cooperate for the best performance of these functions with any 
department and agency of the city and county and the state as may 
be necessary. 

The department shall submit to the traffic bureau of the 
police department, for its review and recommendation, all 
proposed plans relating to street traffic control devices; 


provided, however, that the bureau may waive submission and 
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review of plans of particular devices designated by it. Failure 
of the said traffic bureau to submit to the department its 
recommendation on any proposed plan within fifteen (15) days 
after receipt shall be considered an automatic approval of said 
traffic bureau. The department shall not, with respect to any 
traffic control devices, implement such plan until the 
recommendation of the traffic bureau has been reviewed or until 
the fifteen (15) day period has elapsed. 

Department of Electricity, which shall be administered by a 
chief of department. The premises of any person, firm or 
corporation may, for the purpose of police or fire protection, be 
connected with the police or fire signal or telephone system of 
the city and county upon paying a fair compensation for such 
connection and the use of the same, provided that any such 
connection shall require the approval of the chief of the 
department of electricity and shall not in any way overload or 
interfere with the proper and efficient operation of the circuit 
to which it is connected. The conditions upon which such 
connection shall be made and the compensation to be paid therefor 
shall be fixed by the board of supervisors by ordinance upon the 
recommendation of the chief of the department. 

Coroner's office, which shall include the functions and 
personnel of the existing office of coroner as established at the 
time this charter shall go into effect. 

County Agricultural Department, which shall be administered 
by a county agricultural commissioner and shall include functions 
established by state law and those assigned to it by or in 
accordance with provisions of this charter. 

Department of Weights and Measures, which shall include the 
functions and personnel of the office of sealer of weights and 
measures as established at the time this charter shall go into 


effect. 
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Convention Facilities Management Department, which shall 
include the citv and county's convention facilities, including 
but not limited to Brooks Hall, Civic Auditorium and Moscone 
Center, and shall consist of a general manager and such employees 
as may be necessary to carry out the functions and duties of said 
department. :The chief administrative officer shall have charge 
of the department of convention facilities management. 

The chief administrative officer shall appoint a general 
Manager of the convention facilities management department who 
shall hold office at this pleasure. The general manager shall be 
the administrative head and appointing officer of the department 
of convention facilities management. Subject to the approval of 
the chief administrative officer, the general manager shall have 
power to alter, repair, manage, operate and maintain all of the 
city and county convention facilities, including but not limited 
to Brooks Hall, Civic Auditorium and Moscone Center. All 
contracts or orders for work to be performed on convention 
facilities shall be awarded and executed by the general manager 
with the approval of the chief administrative officer and shall 
be administered by the general manager. 

It shall be the function and duty of the department of 
convention facilities management to manage, operate and maintain 
all of the city and county convention facilities, including, but 
not limited to, Brooks Hall, Civic Auditorium and Moscone Center. 


There is established under the chief administrative officer 


a_risk management office, the head of which shall serve by 


appointment of or contract with the chief admnistrative officer 
at his or her pleasure. The risk manager shall review, analyze 
and report to the mayor, chief administrative officer and the 
finance committee of the board of supervisors the practices of 


the several departments regarding loss prevention and risk 


management including the insurance requirements of the city and 


county. The risk manager shall also establish and assist in the 
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implementation of planning and operational quidelines re ardin 
risk management _and loss prevention for each department, board 
and commission of the city and county. 

1f id Yd ¢lédtidn dF Mdvener 6/ 1994 t¥d d¥ More 
Propssividds Amending sed¥ion 3/310 df Huis dudrydéy recdivé the 
duntibey Of votes dddddddty fox Yudit -Addpridu/ udtvitkstddding 
ddy otHdy provididds Of Ys ¢hdvder/ ¥Me ¢ity atigyd¢y ghdll 
juddrpdvdt¢é Yueit prdvisiddd ddd gud se¢tiod/ 


APPROVED AS TO FORM: 


GEORGE AGNOST, City Attorney 


By: 


Deputy City Attorney 
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